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The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

This  is  our  audit  of  certain  flood  expenditures  of  the  Depart- 
ment of  Institutions,  Montana  Developmental  Center,  (formerly 
known  as  Boulder  River  School  and  Hospital).  A  portion  of  the 
expenditures  are  reimbursable  by  the  Federal  Emergency  Management 
Agency  (FEMA).  The  report  concerns  expenditures  relating  to 
^'looding  that  occurred  from  May  19  through  June  11,  1981.  In 
September  1985,  the  Department  of  Military  Affairs,  as  the  FEMA 
Grant  Coordinator  for  Montana,  reauested  that  we  perform  an  audit 
of  the  flood  expenditures  claimed  by  the  Montana  Developmental 
Center. 

FEMA  has  reimbursed  the  state  for  most  of  the  eligible  costs 
incurred  in  repairing  the  flood  damage.  FEMA  withheld  approxi- 
mately 25  percent  of  the  costs  claimed  by  the  state  pending  the 
outcome  of  our  audit. 

The  Department  of  Institutions'  and  the  Department  of  Admin- 
istrations' written  responses  to  the  report  are  included  in  the  back 
of  this   report. 

Resoectfully  submitted. 


Scott  A.    Seacat 
Legislative  Auditor 
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SPECIAL   PURPOSE  AUDITS 

Special  purpose  audits  are  conducted  by  the  Office  of  the  Legisla- 
tive Auditor  to  determine  whether  an  agency's  selected  financial 
reports  nro.  fairly  slated.  Special  purpose  aiidits  are  normally 
performed  <it  the  request  ot  the  Legislative  Audit  Committee  or 
when  a  state  agency  requires  a  special  audit  to  comply  with  federal 
grant   regulations. 


Members  of  the   Legislative  Audit  Committee: 

Senator  Judy  Jacobson,    Chairman      Representative  John   Cobb, 
Senator   Dave   Fuller  Vice  Chairman 

Senator   Pat   Coodover  Representative  Dorothy   Bradley 

Senator  Tom  Keating  Representative   Roland   Kennerly 

Representative  Bruce  Simon 


Audit  staff  involved   in   this  audit  include: 

Wayne   Cuazzo,    CPA 
Suzanne  Wellcome,    CPA 
Terry   Burke 
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SUMMARY  OF  AUDIT  RECOMMENDATIONS 

This  listing  serves  as  a  means  of  summarizing   the   recommendations 
contained  in  the  report  and  the  audited  agency's  reply. 

Page 

Recommendation  #1 

The  Department  of  Administration  ensure  that 

all  contracts   require  that  contractors  who 

receive  federal  moneys  comply  with  civil 

rights  laws.  3 

Agency  Response:  Concur.  See  page  12. 


INTRODUCTION 

As  a  result  of  flooding  that  occurred  in  May  1981,  several 
counties  in  Montana  were  declared  a  major  disaster  area.  This 
declaration  enabled  the  state  to  receive  federal  funds  for  eligible 
repair  costs.  Federal  assistance  is  limited  to  75  percent  of  all 
eligible  costs  in  the  designated  disaster  area. 

Three  departments  were  involved  in  the  administration  of 
disaster  related  work.  The  Department  of  Military  Affairs,  Disas- 
ter and  Emergency  Services  Division,  prepared  the  project  applica- 
tion and  received  the  federal  funds.  The  Department  of  Institu- 
tions, Montana  Developmental  Center,  prepared  the  summaries  of 
documentation.  The  Department  of  Administration,  Architecture 
and  Engineering  Division,  handled  the  contract  work  for  repair  of 
the  sewage  lagoon,    levies,   and  pipe  insulation. 

in  August  1985,  we  performed  a  financial-compliance  audit  of 
the  Montana  Developmental  Center.  During  the  audit  we  noted  the 
1981  FEMA  grant  for  flood  damages  had  not  been  closed.  We 
recommended  that  the  Department  of  Military  Affairs  establish 
procedures  to  insure  FEMA  grants  are  closed  in  a  timely  manner. 
The  center  has  completed  a  claim  of  $'177,334  for  expenditures 
incurred  in  repairing  the  damage  at  Boulder.  Based  on  our  audit, 
we  question  the  allowability  of  $91,803  in  costs  claimed  by  the 
center. 

The  audit  was  discussed  with  officials  of  the  Department  of 
Institutions  and  the  superintendent  of  the  Montana  Developmental 
Center.  The  full  text  of  the  center's  response  is  at  the  back  of 
this   report. 

Details  of  our  questioned  costs  by  category  are  contained  in 
the  Summary  of  Projects  Costs,  page  6.  An  explanation  of  each  of 
the  questioned  costs   follows  the  summary  on   page  7. 

INTERNAL  CONTROL 

As  part  of  our  examination  of  the  Summary  of  Project  Costs  in 
support  of  the  claim  submitted  to  FEMA  under  Project  Application 
No.    640-DR-000-92130,    we   made   a    study   of  the   system   of  controls 
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at  the  Montana  Developmental  Center,  at  Boulder,  to  ensure  eligi- 
ble costs  of  the  project  were  properly  recorded.  We  did  not 
evaluate  the  controls  at  the  center  because  the  audit  could  be 
performed  more  efficiently  by  expanding  substantive  audit  tests. 
We  did  not  evaluate  the  control  system  to  the  extent  necessary  to 
give  an  opinion  on  individual  segments  or  the  system  as  a  whole. 
The  management  of  the  center  is  responsible  for  establishing  and 
maintaining  a  system  of  accounting  control.  In  fulfilling  this 
responsibility,  estimites  and  judgments  by  management  are  re- 
quired to  assess  the  expected  benefits  and  related  costs  of  control 
procedures.  The  objectives  of  a  system  are  to  provide  management 
with  reasonable  assurance  that:  1)  assets  are  safeguarded  against 
loss;  2"!  transactions  are  executed  in  accordance  with  management's 
authorization;  and  31  transactions  are  recorded  properly.  Inher- 
ent limitations  in  any  system  of  controls  may  cause  errors  or 
irregularities  to  remain  undetected.  The  current  system  evaluation 
should  not  be  used  to  project  to  future  periods  since  the  proce- 
dures may  become  inadequate  or  compliance  with  them  may  deterio- 
rate. 

The  limited  purpose  of  our  study  described  in  the  first 
paragraph  would  not  necessarily  disclose  all  material  weaknesses  in 
the  system.  Accordingly,  we  do  not  express  an  opinion  on  the 
system  of  controls  used  by  the  Montana  Developmental  Center. 
However,  our  study  disclosed  no  condition  that  we  believed  to  be  a 
material   weakness. 

This  report  section  is  intended  solely  for  the  use  of  the 
Montana  Developmental  Center  management,  FEMA,  and  the  Legisla- 
ture, and  should  not  be  used  for  any  other  purpose.  This  restric- 
tion as  to  use  is  not  intended  to  limit  the  distribution  of  this 
document  which,  upon  presentation  to  the  Legislative  Audit  Com- 
mittee,   is  a   matter  of  public   record. 

FEDERAL   COMPLIANCE 

Our  audit  of  the  FEMA  project  costs  was  performed  in  accor- 
dance with  the  Standards  for  Audits  of  Governmental  Organiza- 
tions,     Programs,      Activities,      and     Functions.        Accordingly,      we 


reviewed  the  federal  laws  and  regulations  applicable  to  the  Federal 
Disaster  Assistance  Program.  Areas  reviewed  included  specific 
grant  provisions,  cost  allowability,  and  grantor  reporting.  For 
the  items  tested,  except  for  the  items  discussed  in  the  explanation 
of  questioned  costs  on  page  7,  and  the  compliance  issue  related  to 
nondiscrimination  as  discussed  below,  we  found  the  department 
complied  with  applicable  laws  and  regulations  for  the  amounts 
reported  on  the  Summary  of  Project  Costs.  Nothing  came  to  our 
attention  that  causes  us  to  believe  untested  compliance  items  are 
not   in   accordance  with  applicable  laws  and   regulations. 

CIVIL   RIGHTS    LAWS 

In  reviewing  the  contracts  between  the  state  and  the  construc- 
tion contractor,  who  was  engaged  in  the  repair  of  the  sewage 
lagoon,  we  noted  the  contract  entered  into  by  the  Department  of 
Administration,  Architecture  and  Engineering  Division,  did  not 
require  the  contractor  to  abide  by  the  United  States  Civil  Rights 
laws.  Federal  regulations  require  the  state,  as  the  recipient  of 
federal  grant  moneys,  to  require  that  contractors,  who  receive 
federal  money,  comply  with  civil  rights  laws  concerning  discrimina- 
tion on  the  basis  of  sex,  religion,  etc.  The  way  most  state 
agencies  ensure  compliance  with  the  federal  regulation  is  to  insert 
a  clause  in  all  contracts  as  required  by  section  49-3-207,  MCA, 
which  provides  that  the  contractor  not  discriminate  on  the  basis  of 
race,   color,    religion,    sex,   etc. 

A  Department  of  Administration  official  indicated  that  such  a 
clause  is  normally  included  in  all  contracts  involving  federal  funds. 
He  indicated  this  omission   was  an  oversight  on   their  part. 

RECOMMENDATION   #i 


WE  RECOMMEND  THAT  THE  DEPARTMENT  OF  ADMINISTRA- 
TION ENSURE  THAT  ALL  CONTRACTS  REQUIRE  THAT 
CONTRACTORS  WHO  RECEIVE  FEDERAL  MONEYS  COMPLY 
WITH   CIVIL   RIGHTS   LAWS. 


QUFSTIONFD   COSTS    RESOLUTION 

The  purpose  of  our  audit  was  to  determine  if  the  costs  claimed 
by  the  Montana  Developmental  Center  in  repairing  the  damages 
caused  by  the  1981  flood  are  allowable  in  accordance  with  FEMA 
regulations.  We  questioned  costs  on  the  basis  of  our  interpreta- 
tion of  tfie  FEMA  regulations  and  discussions  with  FEMA  officials. 
In  some  cases  o\.\r  questioned  costs  resulted  from  the  application  of 
federal  requirements  that  were  not  strictly  followed  by  state  offi- 
cials. These  officials  indicated  they  had  received  verbal  approval 
for  these  expenditures  from  FEMA  representatives.  The  final 
resolution  of  questioned  costs  is  subject  to  negotiation  between  the 
Montana  state  agencies  and   FEMA. 


AUDITOR'S  OPINION    LETTER   AND  AGENCY   SUMMARY   OF   PROJECT   COSTS 
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To  the   Federal   Emergency  Management 
Agency: 

We  have  examined  the  Summary  of  Project  Costs  of  the  Depart- 
ment of  Institutions,  Montana  Developmental  Center,  in  support  of 
the  claim  submitted  under  Project  Application  No.  610-DR-000-92130 
resulting  from  the  flood  damage  qualifying  for  federal  disaster 
assistance  under  the  Disaster  Relief  Act  of  197U.  Our  examination 
was  made  for  the  purpose  of  determining  the  eligibility  of  costs 
claimed  under  the  act  in  accordance  with  generally  accepted  audit- 
ing standards  and  Standards  for  Audits  of  Governmental  Organiza- 
tions, Programs,  Activities,  and  Functions  and,  accordingly, 
included  such  tests  of  the  accounting  records  and  supporting 
documentation  as  we  considered  necessary  in  the  circumstances. 

In  our  opinion,  the  accompanying  Summary  of  Project  Costs, 
subject  to  the  questioned  costs  set  forth  therein,  presents  fairly 
the  eligible  costs  of  the  project  in  accordance  with  the  federal- 
state  agreement  and  the  applicable  FEMA   regulations. 


Respectfully  submitted. 


JSmes  Gillett,    CPA 
Deputy   Legislative  Auditor 


January   15,    1986 


STATE  OF  MOKTANA 

DEPARTWEHT  OF  IMSTITUTIOSS 

HONTAMA  DEVELOPHEHTAL  CENTER 

SUMHARY  OF  PROJECT  COSTS 
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Cat* Kory 


A  -  DebriB  Clearance 
Total  Category  A 


B  -  Protective  Heasures    70S88 
70122 
Total  Category  B 


'  Road  Syatema 
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STATE  OF  MONTANA 
DEPARTMENT  OF  INSTITUTIONS 
MONTANA  DEVELOPMENTAL  CENTER 
EXPLANATION  OF  QUESTIONED  COSTS 
FEMA-640-DR-000-92130 


Reference  Explanation  Amount 

(A)  The  center  claimed  $14.00  per  hour        $    24 
for  9.5  hours  for  a  D-4  tractor. 

The  proper  rate,  as  detailed  on  the 
Federal  Equipment  Rate  Schedule,  is 
$11.50  per  hour.   This  resulted  in 
an  overstatement  of  qualifying  costs. 

(B)  The  center  claimed  $28.00  per  hour  198 
for  12  hours  for  the  rent  of  a  D-4 

tractor.   The  rate  authorized  hy 

FEMA  Is  $11.50.   This  resulted  in 

an  overstatement  of  qualifying  costs. 

''O       The  center  claimed  $28.00  per  hour  198 

for  12  hours  for  the  rent  of  a  D-4 
tractor.   The  rate  is  $11.50.   This 
resulted  in  an  overstatenient  of 
qualifying  costs. 

(D)       The  center  claimed  $14.00  per  hour  30 

for  12  hours  for  the  rent  of  a  D-4 
tractor.   The  rate  is  $11.50.   This 
resulted  In  an  overstatement  of 
qualifying  costs. 

CE">       The  construction  contract  included        31,189 
costs  for  betterment  since  the  cen- 
ter thought  it  was  more  cost  effi- 
cient to  complete  all  the  work  at 
once.   Only  repairs  or  replacements, 
not  betterment  costs,  are  eligible. 
The  center  included  all  costs  of  re- 
building and  repairing  damages 
caused  by  the  flood  so  that  it 
could  account  for  all  costs  of  the 
project.  Including  the  betterments. 
This  resulted  in  an  overstatement 
of  qualifying  costs. 

(F)       Engineering  costs  were  claimed  in  13,671 

excess  of  the  amount  authorized 
by  the  FEMA  eligibility  handbook. 
This  results  in  an  overstatement  of 
qualifying  costs. 


Reference  Explanation  Amount 


(G)        A  2  percent  engineering  fee  to  pre-        $  1,157 
pare  estimates  segregating  repair  and 
replacement  costs  from  those  related 
to  betterments  was  charged.   Adminis- 
trative costs  incurred  in  prepara- 
tion of  the  claim  are  not  eligible. 
This  resulted  in  an  overstatement  of 
qualifying  costs. 

(H)  ,  (I) ,  (J)   Architecture  and  Engineering  assesses         854 
a  1%  administrative  fee  on  projects  281 

funded  through  outside  sources.   An         2,042 
official  at  the  Department  of  Mili- 
tary Affairs  indicated  FEMA  has  al- 
lowed this  type  of  claim  in  the  past, 
but  we  could  find  no  FEMA  documenta- 
tion to  that  effect.   The  claim  ap- 
pears to  be  in  violation  of  the 
regulations  related  to  administrative 
costs  and  results  in  an  overstatement 
of  qualifying  costs. 

(K)       The  center  incurred  engineering  costs      19,113 
related  to  amounts  in  excess  of  those 
authorized  by  the  FEMA  eligibility 
handbook.   This  results  in  an  over- 
statement of  qualifying  costs. 

(L)        Basic  engineering  costs  claimed  were        22,071 
not  included  on  the  Damage  Survey 
Report.   Federal  regulations  require 
that  engineering  costs  not  exceed 
the  amount  approved  on  the  DSR. 
This  results  in  an  overstatement  of 
qualifying  cost'  . 

(M)        The  center  claimed  costs  for  boulder 
clusters  which  were  not  allowable 
under  the  DSR  because  clusters  were 
not  in  the  river  bed  prior  to  the 
flood.   Fi^deral  regulations  only 
allow  reii.iiursements  for  repair  and 
replacement  expenses.   This  results 
in  an  overstatement  of  qualifying 
costs.  97  5 

Total  questioned  costs  $91 ,803 


AGENCY   RESPONSES 


DEPARTMENT  OF  INSTITUTIONS 


TED  SCHWINDEN,  GOVERNOR 
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February  11,  1986 


i-EB  181986 

MONTANA  LEGISLATIVE  AUDITOR 


Legislative  Audit  Committee 

of  the  Montana  State  Legislature 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  MT   59620 

Gentlemen: 


We  have  reviewed  the  audit  report  prepared  by  t  le  Office  of  the  Legislative 
Auditor  for  the  Montana  Developmental  Center,  FEMA  Grant. 

The  report  provides  a  very  welcome  service  and  is  sincerely  appreciated. 

Our  response  to  the  questioned  costs  is  enclosed. 


Sincerely, 


CARROLL  SOUTH,  Director 
Department  of  Institutions 

CS:bt 

Enclosure 
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Explanation  Amount 

Reference      (A)   The  center  claimed  $14.00  per  hour  for  9.5  $     24 

hours  for  a  D-4  tractor.   The  proper  rate, 
as  detailed  on  the  Federal  llqin'pment  Rate 
Schedule,  is  $11.  SO  per  hour.   Tliis  resulted 
i\^    an  overstat  enirn  I  of  qnnl1(yinn  costs. 

(10   Tho  center  claimed  $28.00  per  hour  for  12  $     198 

hours  for  the  rent  of  a  D-4  tractor.   The  rate 
authorized  by  FEMA  is  $11.50.   This  resulted 
in  an  overstatement  of  qualifying  costs. 

(C)  The  center  claimed  $28.00  per  hour  for  12  $     198 
hours  for  the  rent  of  a  D-4  tractor.   The 

rate  is  $11.50.   This  resulted  in  an  over- 
statement of  qualifying  costs. 

(D)  The  center  claimed  $14.00  per  hour  for  12  $     30 
hours  for  the  rent  of  a  D-4  tractor.   The 

rate  is  $11.50.   This  resulted  in  an  over- 
statement of  qualifying  costs. 

Response  A-D:  Concur.   An  incorrect  rate  was  taken  from  the  FEMA  schedules  for 
claiming  costs  for  a  0-4  tractor. 

Reference      (E)   The  construction  contract  Included  costs  for  $  31,189 

betterment  since  the  center  thought  it  was 
more  cost  efficient  to  complete  all  the  work 
at  once.   Only  repairs  or  replacements,  not 
betterment  costs,  are  eligible.   The  center 
included  all  costs  of  rebuilding  &  repairing 
damages  caused  by  the  flood  so  that  it  could 
account  for  all  costs  of  the  project,  in- 
cluding the  betterments.   This  resulted  in 
an  overstatement  of  qualifying  costs. 

Response   E:    Concur.   The  $31,189  was  for  betterment  costs.   However,  it  was 

necessary  to  perform  the  additional  construction  (betterment)  to  meet 
codes  and  therefore  make  the  remainder  of  the  project  FEMA  eligible. 

Reference      (F)   Engineering  ' osts  were  claimed  in  excess  of  $   13,671 

the  amount  au'horized  by  the  FEMA  eligibility 
handbook.   Thj.^  results  in  an  overstatement 
of  qualifying  costs. 

Response   F:    Concur.   The  $13,671  were  the  engineering  costs  associated  with  the 
betterment  mentioned  in  reference  E. 
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Page  2 


Explanation 

Reference      (G)   A  2  percent  engineering  fee  to  prepare  estimates 

segregating  repair  and  replacement  costs  from 
those  related  to  betterments  was  charged. 
Administrative  costs  incurred  in  preparation  of 
the  claim  are  not  eligible.   This  resulted  in  an 
overstatement  of  qualifying  costs. 


Amount 


$   1,157 


Response  G: 


Concur.   However,  due  to  special  recordkeeping  requirements  imposed  by 
FEMA,  they  have  given  their  preliminary  approval  for  this  cost. 


Reference  (H) (I) (J)  Architecture  and  Engineering  assesses  a  1% 

administrative  fee  on  projects  funded  through 
outside  sources.   An  official  at  the  Department 
of  Military  Affairs  indicated  FEMA  has  allowed 
this  type  of  claim  in  the  past,  but  we  could 
find  no  FEMA  documentation  to  that  effect.   The 
claim  appears  to  be  in  violation  of  the  regulations 
related  to  administrative  costs  &  results  in  an 
overstatement  of  qualifying  costs. 


854 

281 

2,042 


Response  H,I,J: 


Concur.   However,  FEMA  has  given  its  preliminary  approval  to  $2,042 
for  the  Schedule  II  project,  $281  for  the  project  to  repair 
insulation  for  the  steam  pipes,  and  $579  for  the  Schedule  I  project. 


Reference      (K)   The  center  Incurred  engineering  costs  related  to 

amounts  in  excess  of  those  authorized  by  the  FEMA 
eligibility  handbook.   This  results  in  an  over- 
statement of  qualifying  costs. 


$  19,113 


Response  K: 
Reference 


Concur. 

(L)   Basic  engineering  costs  claimed  were  not  included 
on  the  Damage  Survey  Report.   Federal  regulations 
require  that  engineering  costs  not  exceed  the 
amount  approved  on  the  DSR.   This  results  in  an 
overstatement  of  qualifying  costs. 


$  22,071 


Response  L: 
Reference 


Concur.   However,  FEMA  has  given  its  preliminary  approval  to  this  cost. 


(M)   The  center  claimed  costs  for  boulder  clusters  which 
were  not  allowable  under  the  DSR  because  clusters 
were  not  in  the  river  bed  prior  to  the  flood. 
Federal  regulations  only  allow  reimbursements  for 
repair  &  replacement  expenses.   This  results  in  an 
overstatement  of  qualifying  costs. 


975 


Response   M: 


Concur.   These  clusters  were,  however  required  by  the  Department  of 
Fish,  Wildlife  and  Parks. 


Total  questioned  costs 


$  91,803 
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Dear   Jim: 

In  accordance  to  your  request  of  February  3,  1986,  we  submit  the 
following  response  to  the  recommendation: 

A.  Concur.  The  department.  Architecture  &  Engineering  Division, 
has  implemented  a  procedure  whereby  every  contract  contains  a 
provision  requiring  compliance  with  federal  and  state  discrimina- 
tion regulations.  Making  this  a  standard  clause  in  all  contracts 
will  prevent  its  unintentional  omission  in  federal  contracts. 


Sincerely, 


W^yeAy 


ELLEN  FEAVER 
Director 


FEB86/605 
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